W’:* * 


(When Filled In) 


REPRODUCTION OF THIS COPY PROHtBlTE 


index! Q yes Qno 



RETURN .TO 


CT 70 CITE^SANTIAGO 


MMEDIATE DIRECTOR 


5 Oct 


Requested a situation report for a scheduled meetit 
* of the 40 Committee on 6 October. 

TO -UNDER SEC JOHNSON AND DR. KISSINGER FROM A MB KORRY 


SITREP OCT. 5 
1. SANTIAGO 


2. SANTI 


'SENT UNCLASSIFIED ON P DC JUNTA RESULTS... 


'HI CH I JUST COMPLETED GIVES INTERPRETATION. 


LAST PARA. OFFERS ONLY REMAINING CONSTITUTIONAL HOPE AND THAT IS 
SLIMMEST. 

3. SENDING SEPTEL.. TO'- YOU SOMETHING ON ARMY THAT MIGHT BE STRAW 
IN WIND ALTHOUGH NO SUPPORTING: EVIDENCE ELSEWHERE. 


4. FIRST PARA SANTIAGO 


’BASED ON MY TELCON WITH FREI LAST 


EV^DlING IN EFFORT ' TO CONVINCE HIM TO APPEAR AT JUNTA . , ONLY OTHER 
FACT UNINCLUDED FOR REASON OF DISCRETION IS THAT HE SAID HE. HAD ’ 
;VER:YC MUCH IN MIND WILLIAM THE SILENT’S LINE. HE WAS TOTALLY BEATEN 


AND; DEPRESSED .MAN AND I COULD NOT SNAP HIM. OUT. 


WHOM I HAD 


GO TO FREI EARLIER OCT 3RD TO TRY INSTILL SOME FIGHT THOUGHT. HE HAD 

. • ' ' _ .• :■■■ 'v . 

SUCCESS IN PERSUADING FREI TO_ATTEND A 2ND JUNTA IF THERE IS ON £ ; - 
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PAGE 2 SANTIAGO 

CSEE LAST ALSO PROVIDED FREI WITH A RATIONALE FOR .Jr" | 

DECLARING HIMSELF NATIONAL .UNITY CANDIDATE IN SECOND ROUND WITH 
NATIONAL GOVT FOR ONLY THREE YEARS AND I UNSUCCESSFUL IN FULFILLING | 
GOALS, HE WOULD THEN RESIGN. 

6. I AM CONVINCED THAT I TUR NED ^((B^AROUND AND THAT HE WILL 
WEIGH IN AGAIN WITH FREI. DIFFICULTY IS THAT HE MUST BACKTRACK AND J 

- THAT IN INTERIM HE MAY BE SEEING ALLENDE AND HAVE SECOND. THOUGHTS^ 

7. ECONOMIC SITUATION ABOUT SAME AS LAST WEEK. TOO- EARLY. 

TO JUDGE REACTION TO PDC JUNTA BUT MY GUESS WOULD BE THAT IT WILL 
HAVE DEPRESSING EFFECT ON COMMERCIAL COMMUNITY. CHILE DOES- 
GREAT DEAL OF ITS BUSINESS ON SHORT TERM NOTES MANY OF WHICH ARE 
BEING PROTESTED AT BANKS. PROCESS OF PROTESTING USUALLY TAKES 
. TEN DATS BEFORE CREDITOR DECIDES WHETHER TO ROLL OVER DEBT OR.’. 
FORECLOSE. BECAUSE OF LARGE NUMBER INVOLVED, PROTESTING PROCESS 

BE LONGER NOW THAN NORMAL. OTHER FACTORS: . - ' .;’.3 

. A. BUSINESS GENERALLY LIVING OFF INVENTORIES, SELLING OFF 
UNPOPULAR ITEMS RATHER THAN ENGAGE FRESH CAPITAL. SALE ABOUT 
. SAME LEVEL GENERALLY AS - ZALD-IVAR REPORTED 1 1 DAYS AGO IN TEXTILES, ' 
SHOES,. ‘ETtrrr DURABLE GOODS AND G ARDWARE STILL-BELOW -50PER CENT OFF S 

• ST ■ ' 

; ’ -NORMAL . PRIVATE CO NTSRUCTION ALMOST AT STANDSTILL. 









PAGE 3 SANTIAGO 

B. HEAD OF CAP (NATIONAL STELL I NDUSTR Y> ' TELLS ME THAT IN PAST 
TV/O WEEKS ORDERS HAVE DECREASED BY 40PERCENT OR A WORSENING OF 10- 
FERCENT SINCE TEN DAYS AGO. HIS CASH BIND FIERCE AND GOC NOT YET GF 
HIM EXTRA CASH TO PAY OFF BUT HE (AND I) BELIEVE HE WILL GET IT SHOP 

C. VALPARAISO PORT IS CHUCKABLOCK WITH GOODS UNCLAIMED 3Y 


CONDITIONS AND CAN AFFORD STORAGE WHILE THEY WAIT TO SEE. HOWEVER 
CONGESTION IS HAVING EFFECT ON SHIP LINES WHO DO NOT LIKE COSTLY 
UNLOADING TIME AND FOREIGN LINES MIGHT DECIDE TO SKIP CHILE UNTIL 
PORT AREA CLEARS. IN ANY CASE WE HAVE SOME INDICATIONS , WHICH I 
HAVING CHECKED OUT CURRENTLY, THAT IMPORTS ARE FALLING OFF RAPIDLY 
WHICH IS EXPECTABLE CONSEQUENCE OF SITUATION. THAT IN TURN WILL SET 
BACK. ECONOMY IN LATER MONTHS. . 

D> ...SOKE US COMPANIES SUCH AS KENNECOTT ARE ARRANGING LARGE 
SHORT-TERM CREDITS BY MORTGAGING MORE FUTURE COPPER. CONTRACTS IN 


EUROPE (THEY DEAL WITH * 


HERE) . EVERYONE IN 


CHILE HAPPY TO GO ALONG WITH THIS DEAL WITHOUT REALIZING THAT-i-IT 

' v ■ •- ' 7 .. ’• •; ... • ' . '• ' •. 

ENABLES.. KENNECOTT TO REMIT IMMEDIATELY. MORE DIVIDENDS -- IF FACT 49 
PERCENT OF THE $15 MILLION LOAN THEY CURRENTLY ARRANGING ON WHICH T1 
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page a Santiago . 

WOULD HAVE TO PAY GO C 32PER CENT TAX LEAVING ROUGH NET $5 MILLION — 
NOT BAD FOR COMPANY- ABOUT TO BE NATIONALIZED • 



E. ESSO IS TIGHTENING CREDIT ACROSS THE BOARD WHILE PAYING' ITS ' : :i 

OWN BILLS' IN CASH SO AS TO JUSTIFY ITS PINCHING OF DEBTORS. IT ALSO Wi 
STRUCK ’OCT 3 "AT LUBRICATION BLENDING PLANT AT SAN ANTONIO PORT AND IS 
PREPARED TO HOLD OUT FOR A MONTH. PLANT IS ONE OF THE- -MALN (BUT: NOT ' 


ONLY) SUPPLIERS FOR PLASTICS INDUSTRY HERE. 


F. COULD NOT* SQUEEZE MUCH AS IT HAD 

BECAUSE NATIONAL COMPANY 

COPEC (PRIVATE) ARE GIVING CREDITS AND OIL. HOWEVER BOTH THOSE 


CONCERNS ARE NOW RUNNING INTO CASH PROBLEMS. . 

’ S. IN SUM, ECONOMIC SITUATION IS CONTINUING TO BITE BUT :• 

:,.-Co, m NOXHING SPECTACULAR HAS YET HAPPENDED . USUALLY IT TAKES FOUR. TO • :.v 
SIX MONTHS FOR FULL EFFECTS TO FELT FROM THIS KIND OF DEBACLE BUT- . : ^ 
IT NOT INCONCEIVABLE THAT COMBINATION OF PDC JUNTA AND MARKET ; 
CONDITIONS COULD SET OF BANKRUPTCIES THAT COULD HAVE SNOWBALL 
EFFECT IN SHORT RUN. = ^ 

•' v 9. ACTION REQUESTS: •' 
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PAGE 5 SANTIAGO 


A. PARTICULAR EFFORT TO PLACE STORIES ON HOW COMMUNISTS 
AND SOCIALISTS PLANNING TO DENIGRATE FREI IMMEDIATELY AFTER 
ALLENDE ASSUMES OFFICE. 

B. PARTICULAR. EFFORT TO PLACE STORIES ON HOW U .P . INTENDS TO 
LOCK IN TECHNICIANS AND PROFESSIONALS AFTER NOV. 3. 

C. EFFORT TO PLACE STORY CONTAINED SANTIAGO’S UNCLASSIFIED 
4079 RE PRESIDENTS OF SENATE’S USE OF FOREIGN MINISTRY REPORT- 
ON HUNGARIANS AND GRASS-ROOTS VS INTELLECTUALS AT PDC JUNTA ’ - 
PER SANTIAGO 

* D . . CONSIDER MEASURES THAT WOULD: ENABLE US IMMEDIATELY 
TQ REDUCE OUT MILGROUP TO THE MAXIMUM LEVEL OF 13 OFFICERS AND 
MEN AS AGREED TO BY M INDEFENSE, ARMED FORCES AND .USG SEVERAL 
MONTHS AGO. ORIGINALLY WE HAD PLANNED SLOW PHASE OUT. BY NON- 

r ot ati on .^1- woulj^'£xj^ a no sq. 'lisirdR rIttie 

; FgB.CES [HERE. WE AR f E , '''COLL'E r CT IW S ‘T)1!I W 0^ ' •. 

SCHEDULED ETDS, ETC. FOR ; DISPATCH ONE I HAVE GREEN LIGHT . 

E. CONSIDER WHAT IF AN.YTHII1G YOU WISH M£l\:TQ./ tELL. . FELIPE.. . 
HERRER A WHEN I ' D IRE. WITH :HfR, 'K ElltfESTJ • ■ 
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